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This guide describes the Employee Share Ownership Plan Act, 
R.S.O. 1990, c.E.10. It has been developed from the Act and 
regulations but is not a substitute for them. 


Introduction 


The Employee Share Ownership Plan (ESOP) program has two 
main objectives: 


m@ First, the program promotes greater co-operation and 
participation in the workplace by employees and employers. 


m™ Second, it provides new sources of equity capital for small 
and medium sized businesses in Ontario. 


An ESOP gives employees a chance to invest in shares of the 
company they work for. By owning common shares, employees 
benefit from business growth, but like any other equity investment, 
it can also involve an element of risk. In the ESOP program, this 
risk is balanced in part by the grant to employees who buy shares” 
under a registered plan. 


The end result is a program responsive to the Ontario business 
environment that will encourage a productive partnership between 
employees and employers, and build on Ontario’s competitive 
strength. 
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Program at a Glance 


The Provincial Government pays a cash grant to encourage eligible 
employees to buy shares of their employer corporation, under an 
Employee Share Ownership Plan (ESOP) registered with the 
Ministry of Revenue. 


Grants are also available to pay for a portion of the expenses paid 
out by corporations and employee groups to set up registered 
ESOPs. 

A number of conditions must be met by a corporation to register an 


ESOP, and the plan itself must meet requirements in the Employee 
Share Ownership Plan Act. 


Eligible Corporations 
Corporations eligible to set up qualifying plans are those which: 
@ are incorporated in Canada 


M@ pay at least 25% of their wages and salaries to employees of 
permanent establishments in Ontario, and: 


@ have EITHER gross revenues OR assets of $50 million or 
less in the last taxation year ending prior to the date of 
application for registration (see page2 ). 


Once registered, the corporation can continue in the program until 
BOTH its gross revenues AND its assets exceed $75 million, 


providing that it remains otherwise eligible. 


Any type of business can participate in the program. 


Note: If the corporation is a member of a group of associated 
corporations, the gross revenues and assets of the associates must 
be included to qualify. Similarly, when a corporation is a member 
of a partnership, the percentage of the gross revenues and assets of 
the partnership that represents the corporation’s share of the profits 
of the partnership, must be included. 


ESOP Agreements 


A qualifying plan requires two agreements. 
(a) Employee Share Purchase Agreement 


The employee share purchase agreement sets out the terms and 
conditions for the operation of a plan. The parties to this agreement 
are the corporation and employees buying shares under the ESOP. 


While an employee share purchase agreement will contain features 
that are specific to a plan, certain conditions must apply. These 
include: 


lm the offer of employee shares to all eligible employees 


@ a method of putting a value on all common and employee 
shares and a subscription price that agrees with that method 


™@ terms and conditions of the purchase, sale, redemption and 
transfer of employee shares 


™@ shares must be issued in the employee’s name and held in 
escrow (see page 3) for a two-year period by an independent 
administrator, and 


@ the corporation must comply with the Securities Act and must 
provide employees with financial information. 


(b) Escrow Agreement 


The escrow agreement sets out the responsibilities of the ESOP 
administrator and the operation of the plan. The parties to the 
agreement are employees buying shares under the plan, the 
corporation and the administrator. 


The administrator is an independent person who holds employee 
shares in escrow for a two-year period. An administrator could be a 
legal or accounting firm, or a trust company. 


If the employee voluntarily sells the shares within two years, the 
administrator receives the proceeds of the sale, deducts the amount 
of the employee grant that relates to the shares being sold, and 
returns that amount to the Ministry of Revenue. The balance of the 
proceeds is then paid over to the employee selling the shares. 


NOTE: An ESOP is not a trust and the administrator is not 
a trustee. The administrator is an escrow agent, with certain 
administrative and reporting responsibilities in relation to 
the plan. 


' Employee Shares 


Employee shares are newly-issued common shares offered for sale 
under an ESOP. Employee shares must carry the right to vote at all 
meetings of shareholders and the right to receive the remaining 
property of the corporation when it is dissolved. 
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Employee shares must be offered for sale to all eligible employees. 
The purchase of shares cannot be limited to selected individuals or 
groups of employees. 


An employee grant will not be paid if buying an employee share 
entitles the purchaser to claim a credit or deduction under the 
Income Tax Act (Canada), or a grant under the Small Business 
Development Corporations (SBDC) Act. 


Developing a Plan 


Employees and their employer are encouraged to work together to 
develop a plan that meets the needs of both parties. The 
corporation and its employees are likely to have particular concerns 
and expectations, and it is important that these be addressed early if 
the ESOP is to be successful. 


When an employee association or union already exists in the 
organization, it should be involved in developing the ESOP with 
the corporation. If no such organization exists, employees may 
wish to form a group to work with the employer in developing a 
plan. 


An employee group may be eligible to claim up to 50% of its 
expenses paid out to negotiate, evaluate and set up a plan with the 
employer (refer to “GRANTS?” section of this Guide). 


ESOP Registration 


There are two steps in the ESOP registration process. 
(a) Pre-application Review 
A corporation that wants to register a plan under the ESOP 
program submits to the Ministry of Revenue the following 
documents: 
mM acopy of the proposed employee share purchase agreement 
@ acopy of the proposed escrow agreement, and 


M copies of any existing shareholders’ agreements. 


The documents will be reviewed by Ministry staff, who will advise 
the corporation whether the documents are acceptable. 


Should an agreement not meet the requirements of the Employee 
Share Ownership Plan Act, the company will be advised of the 
specific problem areas and the changes that are necessary. 


The pre-application review of agreements is a form of advance 
ruling and must, in all cases, come before the submission of an 
application for registration of an ESOP. 


(b) Application for Plan Registration 


To apply for registration of an ESOP, a corporation completes and 
returns an Application for Registration, together with: 


™@ acopy of the employee share purchase agreement and the 
escrow agreement approved by the Ministry in the pre- 
application review 
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M acertified copy of its articles of incorporation and any 
changes to those articles, and 


™ financial statements of the corporation for its last taxation 
year. 


If the application is accepted, the plan will be registered and the 
Ministry will issue to the corporation a Certificate of Eligibility. 


NOTE: A Certificate of Eligibility indicates thatthe 
corporation and its Employee Share Ownership Plan agree _ 


with the Employee Share Ownership Plan Act. The Ministry - 
of Revenue does not approve particular investments or __ 
provide investment advice. 


Following registration of the plan, no changes may be made to the 
employee share purchase or escrow agreements without the 
Minister’s consent. 

Grants 


Three types of grants are available under the program: 


™ a grant to corporations to pay for a portion of the costs paid 
out in setting up a plan 


M@ a grant to employee groups to pay for a portion of the costs 
they put out to negotiate, evaluate and set up a plan with the 


employer, and 


@ a grant to employees buying shares under a registered plan. 


(a) Corporation Grant 


A corporation may apply for a grant of one-third of its eligible 
costs in setting up an ESOP. The maximum grant is $10,000. 


Expenses that qualify for corporation grants are amounts that: 
™ are properly and necessarily paid out in setting up a plan, and 


™@ are paid for goods and services from persons who are dealing 
at arm’s length with the eligible corporation, the employee 
group and the employees. 


Receipts are required and no grant will be paid unless the plan has 
been registered. Application for a corporation grant must be made 
within one year of the date the corporation is issued a Certificate of 
Eligibility. 


(b) Employee Group Grant 


An employee group may apply for a grant equal to 50% of its 
eligible costs to negotiate, evaluate and set up a share ownership 
plan with the employer. The maximum grant to an employee group 
is $5,000. ni 


Whether the group is an existing union or association, or has been 
formed only for ESOP purposes, it must be confirmed by the 
Ministry of Revenue as an employee group under the Employee 
Share Ownership Plan Act to get a grant. An Application for 
Certification as an Employee Group is available from the Ministry. 
The legislation permits only one employee group per corporation 
to receive the grant. 
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Expenses that qualify for an employee group grant are amounts 
that: 


™ are properly and necessarily paid out to negotiate, evaluate 
and set up an employee share ownership plan, and 


™ are paid for goods and services from persons who are dealing 
at arm’s length with the eligible corporation, the employee 
group and the employees. 


Receipts are required, and no employee group grant will be paid 
unless the ESOP has been registered. Application for a grant must 
be made within one year of the date the corporation is issued a 
Certificate of Eligibility. 


(c) Employee Grant 


Employees buying shares under a registered plan may apply for a 
grant equal to 15% of the share purchase price, to a maximum 
annual amount of $300. 


To be eligible for this grant, an employee must be: 


m™ employed by the company during the six months prior to the 
issuing of shares, and work a minimum of 14 hours per week 


@ an Ontario resident on the date of issue of the employee 
shares, and on the last day of the previous calendar year, and 


™@ aperson whose direct and indirect shareholdings, including 
the shareholdings of related individuals, are less than 10% of 
the issued shares of any class of the corporation’s (or related 
corporations’) capital stock. | 


An Investment Confirmation Certificate must be included with an 


employee grant application. This Certificate is given to the 
employee by the plan administrator. It describes the employee’ s 
share purchase and confirms the administrator is holding the shares 
according to the escrow agreement. 


If the employee voluntarily sells the shares during the two-year 
escrow period, the grant (or 15% of the sale price if the shares are 
sold at a loss) is kept by the plan administrator from the proceeds 
of the sale. The grant will not be recovered by the Ministry if 
shares are sold under involuntary conditions as defined in the Act. 


Employees may not be eligible for grants, or may have the amount 
of their grants reduced if they have previously owned and sold 
employee shares or other common shares in the corporation. 


An application for an employee grant must be made within three 
years of the date shares related to the application are issued. 


Reporting Requirements 


The corporation must file an annual return within 180 days after 
the end of each taxation year following registration of its ESOP. 


The plan administrator is also required to file an annual return with 
the Ministry of Revenue. This return must be filed within 90 days 
of the anniversary date of registration of the ESOP. 


Objections and Appeals 


When the Minister requests repayment of a grant or proposes to: 
™ refuse to certify an employee group 


m refuse to register or cancel registration of an employee share 
ownership plan 


™ change, or turn down a change to an employee share purchase 
agreement or an escrow agreement 


m™ refuse to pay a grant to an employee, employee group or 
corporation, or 


H@ require repayment of an employee grant, 


the Minister will serve the repayment demand or notice of the 
proposal on the appropriate person(s). 


A person who wishes to object to.a demand or proposal may file a 
Notice of Objection within 60 days. 


The Minister will consider the objection and notify the person of 


the decision. There is no further appeal unless the decision involves 
an interpretation of the legislation or a separate legal issue. 
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We’re Here To Help 


The Ministry of Revenue will provide advice and assistance to 
corporations and employee groups wishing to establish an ESOP. 


Program Specialists 


Program specialists are available to advise on ESOP eligibility 
requirements and provide interpretations of the legislation. 


Pre-application Review 

During this initial phase of the ESOP registration process, staff 
will review proposed employee share purchase and escrow 
agreements to make sure they comply with the Employee Share 
Ownership Plan Act. 

If the agreements do not comply, Ministry staff will identify the 
specific problem areas and suggest ways to change them to agree 
with the ESOP Act. 


Seminars 


Seminars on the ESOP program will be scheduled for interested 
groups. Call or write for more information. 
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ESOP Enquiries 


If you have any questions on the program, please call us 
COLLECT at (416) 430-ESOP. 


If you prefer write to: 


Ministry of Revenue 

Employee Share Ownership Plan Program 
P.O. Box 627 | 
33 King Street West 

Oshawa, Ontario 

L1H 8H5 


For more copies of this guide, please contact the Ministry of 
Revenue’s multilingual Information Centre free of charge from 
anywhere in Ontario. 


@ Metro Toronto 965-8470 
m@ All other areas 1-800-263-7965 
Mm French language enquiries 1-800-668-5821 
m@ Telecommunication device 

for the deaf (TDD) 1-800-263-7776 
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